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The International Monetary Fund (IMF) agreed to extend its loan agreement with Ecuador until
year-end, Finance Minister Jorge Gallardo said on May 29. Thus, Ecuador will receive a US$48
million loan disbursement from the IMF, part of a larger US$300 million accord.
On May 31, the Ecuadoran government implemented the controversial increase to the value-added
tax (impuesto al valor agregado, IVA) from 12% to 14%, despite the lack of congressional approval
for the measure. The increase was an IMF requirement for approving Ecuador's economic plan
and thus allowing further loan disbursements. The government acted despite three lawsuits in the
Tribunal Constitucional against the measure. Legislators struck down a bill to increase the IVA from
12% to 15% in March, but President Gustavo Noboa intervened and reintroduced the bill, this time
raising the rate to 14% (see NotiSur, 2001-04-06, 2001-05-18).
Regardless of how the court rules, the IVA increase is bitterly opposed by nongovernmental and
civic organizations in Ecuador. They are angry that the government, despite promises to consult civil
groups before making any change in taxes, acted to appease the international financial institutions
in the face of widespread opposition. President Noboa says the tax will benefit the country by
paving the way for additional disbursements of credits from the World Bank and the Inter-American
Development Bank (IDB).

IMF sees improvement in economy
On June 4, the IMF announced its approval of Ecuador's economic plan and gave the green light for
the US$48 million disbursement. Stanley Fischer, first deputy managing director of the IMF, said
Ecuador's economic prospects have improved for the medium term. Measures of economic activity
have grown, unemployment has gone down, and inflation has dropped markedly, giving the country
a stronger than expected financial position, he said. Fischer warned, however, that much remains to
be done to reinforce the financial sector as well as to implement the necessary structural reforms.
On June 4, the World Bank announced a US$70 million disbursement from its US$150 million
loan to Ecuador. Critics of the World Bank said they were dismayed by the approval for release of
the funds. "The policies being pushed by the bank will only make the economic situation worse
for the majority of the population," says Steve Hellinger of Development GAP, a Washingtonbased nongovernmental organization. "The release of the loan was conditioned on the government
passing and implementing what amounts to a regressive IVA policy that had been opposed by
a wide section of society." Hellinger criticized the bank for withholding the loan until Ecuador's
government agreed to deepen its structural adjustment program and raise the IVA.
IMF spokesperson Thomas Dawson said the IVA "is an important part of the package." He
acknowledged that the increase remains unpopular and could be overturned in court. "While there
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could be legal challenges, they will take some time to be heard, and the authorities do believe that
their legal position is sound," he said.

IMF approval opens door to Paris Club
The IMF approval will allow the Paris Club of creditor nations to extend its debt agreement to
December from May. Last year, Ecuador renegotiated about US$800 million of its US$1.3 billion
debt with the Paris Club. The extended debt repayment period would cover about US$40 million
in principal payments and about US$25 million in interest, Gallardo told reporters. "The program
is definitely in motion," Gallardo said, adding that he hopes to meet with the Paris Club in August
or September to solidify the program. Gallardo said he would also seek a second year-long accord
with the IMF to run through December 2002, to the end of the current administration's term, which
expires in January 2003.
On May 28, sources with the Paris Club said that representatives of the club would meet with the
Ecuadoran government soon to renegotiate the debt. Ecuador has three loans with the Paris Club
negotiated in January 1992, June 1994, and September 2000.
Last March 21, Franco Danielli, Italy's vice minister of foreign relations, said in Paris during a
meeting with Noboa that Italy would forgive US$25 million of Ecuador's debt with Italy. In return,
the Italian government asked Noboa to direct that money toward social programs for the poor. The
debt forgiveness from Italy was significant in that, although it is a member of the Paris Club, it acted
outside that forum to forgive the debt.
The Ecuadoran government said other European governments, among them Switzerland, could
follow suit and forgive a part of Ecuador's debt in exchange for directing the money to social
programs. The Paris Club includes Australia, Austria, Belgium, Canada, Denmark, Finland, France,
Germany, Holland, Ireland, Italy, Japan, Norway, Russia, Spain, Sweden, Switzerland, United
Kingdom, and United States.

-- End --

©2011 The University of New Mexico,
Latin American & Iberian Institute
All rights reserved.

Page 2 of 2

